1. INTRODUCTION ONE OF THE MAIN PUZZLES in international finance is portfolio home bias: typical investors hold most of their wealth in domestic assets (despite the fact that international diversification permits a sizable reduction in risk). Serrat (2001) claims that the nontradable nature of many consumption goods explains home bias.
He presents a model of a world with two countries that receive tradable and nontradable endowments; financial transactions are restricted to trade in stocks that are claims to these endowments. 2 Serrat solves for a Pareto efficient equilibrium of that economy.
Serrat makes the following assertions: (i) The equilibrium portfolio is unique (p. 1472; Theorem 2). (ii) Claims to a country's traded good endowment are mainly held by local investors (for plausible correlations between endowments; see Table II ). (iii) Claims to a country's nontraded good endowment are only held by local investors (Theorem 2).
This note shows that those assertions are incorrect: (i) Serrat's model fails to explain home bias. Due to the assumed preferences, dividends (evaluated at equilibrium goods prices) and equity prices are collinear in Serrat's economy. Thus, portfolios are indeterminate: the model does not pin down what fractions of the claims to a country's traded and nontraded good endowments are owned by local investors, what fraction of her wealth an investor allocates to domestic assets, or what fraction she allocates to claims to traded goods-these fractions can take any values. However, the model predicts that each investor's holdings of claims to traded goods are fully diversified internationally (each investor holds a share in the domestic traded goods sector that equals her share in the foreign traded goods sector); this prediction is counterfactual. (ii) The portfolio holdings described by Serrat (Theorem 2) do not implement the efficient allocation.
I next summarize the model features that are needed to establish these points.
ENDOWMENTS, PREFERENCES, PRICES
There are four perishable goods, j = 1 4. Goods 1 and 2 [3 and 4] are tradable [nontradable] . 
, respectively, with p + q < 1, pq > 0. 3 Serrat shows that a Pareto efficient equilibrium has the following properties:
(i) Country 1 consumes a fraction
of the world supply of tradables, where Λ > 0 is a time-invariant term that reflects countries' relative wealth: c
, and
, where p j t is the price of good j (good 1 is the numéraire: p 1 t ≡ 1).
PORTFOLIOS
For simplicity, I first discuss time-invariant share holdings. Let S i j be a constant share in the good j endowment stream held by country i, with S 
Equation (2) holds for random realizations of δ 1 t δ 2 t δ 3 t δ 4 t if and only if 3 t P 3 t )/(P 1 t + P 3 t ), where P j t is the price of stock j) can take any value between −∞ and +∞. However, each investor's portfolio of "traded good equities" is fully diversified internationally: S Serrat fails to correctly solve (4) for π i t (see Kollmann (2005) for more detailed discussions):
(i) Matrix Λ t is singular (because stock prices are collinear, due to collinearity of dividends (in units of numéraire)). Thus, the solution of (4) is not unique.
(ii) Equation (4) where Λ t is the matrix that consists of the first three rows of Λ t . Premultiplying (6) by the nonsingular matrix
where
t (defined by Serrat, p. 1483) satisfy u 1 t P 1 t + u 2 t P 2 t = q p P 3 t and b 1 t P 3 t + b 2 t P 4 t = p q P 2 t ; and K 2 t and K 3 t are terms with K 2 t P 3 t = −K 3 t P 4 t = 0. Therefore, (7) holds if and only if S Q.E.D.
(iii) The portfolio holdings described by Serrat (S 1 3 t = 1, S 1 4 t = 0; see (17) in his Theorem 2) are inconsistent with (5). Thus, those holdings do not support the efficient consumption processes. (Substitution of Serrat's (17) into (4) confirms that his portfolio holdings do not solve (4).) Paris XII, F-94010 Créteil Cedex, France; and CEPR; robert_kollmann@yahoo.com; http://www.robertkollmann.com. Manuscript received June, 2004; final revision received September, 2005. 
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